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CO-OPERATION IN FIRE INSURANCE. 


The Present Scope and Future Possibilities of Company Association. 


BY FRANK LOCK. 


The phases of co-operation grow- 
ing out of the fire insurance business 
present a curious and interesting 
study. The methods of American 
underwriting, which differ so mate- 
rially from those of almost any other 
part of the world, especially in its 
agency system, render co-operation 
in various forms not only reason- 
able, but essential. So true is this, 
that all the efforts of State legisla- 
tures to stem the tendency must 
prove futile. The only effectual 
bar would be to prohibit insurance 
in a State entirely—even then, com- 
panies would co-operate and write 
business across the border. 

Co-operation affects several cir- 
cles with overlapping lines. Three 
broad classes may be noted: (1) of 
companies, (2) of field men, (3) of 
local agents. As already said, they 
overlap ; for instance, in some asso- 
ciations are found companies and 
field men, in others companies and 
local agents. ‘To pursue the varied 
aims and purposes of all, interesting 
as would be the subject, would fill 


book. 
paper is confined in the main to 


a good-sized This present 
company co-operation. 

It might be supposed that, banded 
in numberless organizations pursu- 
ing well-defined the 
panies and those dependent on 
them 
before this the springs of harmoni- 
ous action based on mutual support 
for mutual benefit. On the 
trary, to the casual insurance ob- 
server the 


ends, com- 


must have discovered long 


con- 
complicated machines 
are bewildering and inconsistent to 
the last degree; to the student they 
evidence waste in duplicated energy 
and expense; to the men in them 
they at times suggest memories of 
the bear pit in the circus menag- 
erie, whilst to the sarcastic they are 
open to the retort of accomplishing 
every object insurancewise under 
the sun except the making of money 
for the companies. 

The impelling power to all co- 
operation when sifted out is really 
that of self-interest. We 
cure advantages organized, which 


can se- 
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we deem unattainable individually. 
In their constitution, when volun- 
tary (as distinguished from organ- 
ization by statute), the two motives 
of honor and fear, either separately 
or together, are wrought upon to 
bind members together in fair deal- 
ing. Where honor is the motive, the 
footing is somewhat that of a club of 
gentlemen who are held together by 
the pledge of their word for good 
behavior whilst in membership ; 
but with the door open for their 
retirement if the atmosphere be- 
comes uncongenial, with the pos- 
sibility of dishonorable expulsion 
on proved bad faith. The other 
motive is worked on by fines and 
penalties of greater or less severity, 
intended to compel good faith under 
duress. The opinion of the writer 
is strongly against such measures, 
though accepting them for the time 
being under present conditions. 
The trend of the future is likely 
to more and more confine co-opera- 
tion within those channels to which 
companies can agree on the basis of 
good faith, subserving self-interest 
apart from penalties. Fines and 
penalties should disappear. This 
view is perfectly compatible with 
the separation of organized from 
unorganized companies throughout 
the field generally, which may be 
regarded as a very proper measure. 
Company associations, as they 
exist, may be grouped in subdivi- 
sion as follows: (1) appliances and 
engineering, (2) inspection, (3) rat- 
ing, (4) commissions, (5) under- 
writing, (6) property salvage. Let 
us glance at these in brief detail. 
APPLIANCES AND ENGINEERING. 
Typical of this class are the asso- 
ciations which deal with questions 
of electric, kerosene oil, gasolene, 
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oil vapor, acetylene, etc., burners, 
motors, and engines; the installa- 
tion of sprinkler and other extin- 
guishing devices, of thermostatic 
alarm systems; the supervision of 
water and fire extinguishing ap- 
pliances, both municipal and pri- 
vate. This chatacter of work is 
simply invaluable, conserving both 
the assets of the companies and the 
persons and property of the public 
from acute dangers, whilst educat- 
ing both as to fire causes, applying 
scientific tests to inventions for pre- 
venting, discovering, or retarding 
fires. Through these associations 
the companies and the public dove- 
tail in mutuatity of interest and the 
aims sought are entitled to the high- 
est measure of support. 


INSPECTION. 

These associations are devoted to 
the systematic examination of prem- 
ises to elicit facts as to the actual 
conditions, pointing out defects to 
suggest remedies for their removal. 
The facts elicited serve as a base for 
the exercise of underwriting judg- 
ment as applied to rate and line, 
whilst the work itself is of great ed- 
ucational value to property owners. 


RATING. 


The root of our business is ade- 
quate rates. Practically all of the 
United States is subject to some 
form of co-operative rating. Yet 
there are many companies (more in 
some sections than others) which 
are not parties to the cost of such 
work. These companies raid the 
best of the business, made such by 
over-rating of certain classes, thus 
rendering such classes ‘‘ preferred.’’ 
One radical defect of present rating 
associations is that whilst a large 
proportion of the work is based on 
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schedules more or less elaborate, pro- 
viding standard charges, with addi- 
tions for defects, and allowances for 
improvements, all excellent in a 
way, yet the schedules themselves 
are purely empirical—just guess 
work; in other words, we do not 
know the cost of our own goods nor 
will we take means to find out. 
We lack the needful element of 
joint classification of results giving 
comparison of losses to amounts 
written, on which to frame our 
standards. The danger is that the 
time may come when the several 
State governments may compel us 
to provide classification material in 
some fashion distasteful to our- 
which material we could 
easily furnish in our own way 
without compulsion. Among other 
prominent defects in our rating as- 
sociations it may be instanced 
that the making of rates in many 
cases is left to special agents who 
are too busy either to acquire the 
necessary skill, or lack time to ap- 
ply such skill; and to local agents 
who do not possess the requisite 
broad experience to make rates, or 
who are too much under the influ- 
ence of their local communities to 
be unbiased. Ratesshould be made 
by experts. 
COMMISSIONS. 

Associations regulating commis- 
sions in most instances also. regu- 
late rates, it being claimed by 
many that the two questions are as 
closely allied as the two legs of a 
body. This might be almost con- 
ceded and yet, were ‘‘ preferred 
classes’’ in rates killed, the com- 
mission evil and a large train of 
other evils which sicken the insur- 
ance body politic, would be well 
nigh eradicated. In the line of 


selves, 
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sound public policy commissions 
should be regulated on a moderate 
scale. 

UNDERWRITING. 

A minor form of company co- 
operation in the Eastern and West- 
ern States is that of the Factory In- 
surance Associations, comprising a 
limited number of large companies 
to underwrite large factory risks as 
a bar to mutual competition. Op- 
erations are based upon the equip- 
ment of risks to a high pitch of 
perfection so as to warrant a low 
rate. It needs but passing mention. 


PROPERTY SALVAGE. 

In this important class are in- 
cluded the various bodies main- 
tained by the insurance companies 
in some of the principal cities for 
the saving of property at fires. 
They are termed variously salvage, 
patrol, or protective bodies. Gen- 
erally these are organized under a 
State charter and are empowered to 
levy the expenses on the premiums 
of all companies doing business in 
the respective cities. Their serv- 
ices are of high value. Under 
this heading may be mentioned the 
Underwriters’ Salvage Association, 
organized by some of the principal 
companies to handle and dispose of 
damaged stocks. 

OMISSIONS. 

Two striking omissions from or- 
ganized effort are: Classification of 
losses to amount written and pre- 
miums; adjustment of fire losses. 
Jealousy and indifference stand in 
the way of these most needed forms 
of co-operation. 

Reviewing the whole field and 
taking in the auxiliary associations 
of field men and local boards, one 
is impressed with the fact of the 
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immensely valuable work done by 
co-operation as it exists to-day. On 
the other hand, inconsistencies, 
cross purposes, wasted opportuni- 
ties, are apparent, which leave but 
a fraction available of the potential 
power lying in company co-opera- 
tion. Companies supporting cer- 
tain objects in some sections are 
opposing the same in others, some 
are working for higher rates indif- 
ferent as to conditions; others for 
improvements and lower cost. Spe- 
cial agents, adjusters, inspectors, 
local agents, rating experts, jostle 
each other, treading on each other’s 
heels, often contradictory in their 
work, adding immensely to. the 
business cost and to the irritation 
of the community at large. Asso- 
ciation building has been done piece- 
meal at odd times to meet emergen- 
cies with no unity of design. It is 
not too late to direct the minds of 
underwriters to unity of purpose 
suited to the future expansion of 
our business. 

There are two ways of expand- 
ing. One business man finds his 
quarters cramped; he annexes a 
dwelling, then a store, then he 
builds a rear addition, a bit of 
brick, another of frame, and so on, 
collecting an olla podrida without 
consistency, beauty, or convenience. 
So has been the development of un- 
derwriting associations. Another 
man, foreseeing the possibilities of 
his business career, carefully con- 
siders, and with his architects plans 
an ample, harmonious design, pro- 
portioned for consistency and con- 
venience. Then for his present 
needs one section is built, and as 
occasion arises section is added to 
section, story to story, in harmony 
with the design. Let it not be 
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thought visionary that even now 
we should plan our organizations 
in the same broad way. 


HOW? 


Considering for the time being 
the ‘‘company’’ standpoint, the 
first consideration is to provide a 
moderate profit on capital invested, 
with proper reserve against confla- 
gration contingencies. The mutu- 
ality of interest of companies with 
the public should be borne in mind 
so as to work for lower rates on im- 
proved risks, thus giving the best 
assurance of a steady profit gradu- 
ally drawing away from the era of 
violent fluctuations, except for con- 
flagrations which none can foresee. 

Primarily, power to execute is 
vested in the executive officers of 
the companies and should be kept 
there. They should organize them- 
selves so as to provide supervisory 
committees for all the different sec- 
tions of the country. 

Under them should be organized 
territorial bureaus with salaried em- 
ployes, to collate classification re- 
sults on which to base rate stand- 
ards, and salaried experts to apply 
schedules in co-operation with local 
boards of agents. To the same bu- 
reaus should be attached the in- 
spectors of risks, or by preference 
the inspectors of risks and the rate 
experts should bethesame. At the 
same centres should be controlled 
the work of the appliances and en- 
gineering experts. From these bu- 
reaus should emanate correct and 
concurrent policy forms. 

Such organization would release 
many special agents from individ- 
ual company work, leaving to the re- 
mainder opportunity to devote their 
time to the individual work of cul- 
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tivating the interests of the compa- 
nies that pay them. The supervi- 
sory committees of executive officers 
would meet complicated troubles at 
any point, come in touch with the 
associations of local agents, and 
generally maintain conditions 
suited to the territorial needs, but 
consistently over the country. 

Commissions to agents and bro- 
kerage should be subjects of agree- 
ment amongst the executive officers 
as a whole. 

Loss adjustments should be re- 
moved from their present inchoate 
condition by having paid experts of 
demonstrated ability at the central 
bureaus who could be called on at 
fixed rates by the companies need- 
ing them; which companies should 
combine when concurrently on the 
same loss. Disposition of salvage 
stocks should be through the same 
channels. Full information as to 
unsatisfactory and fraudulent claim- 
ants should be accumulated, as also 
all statistics of insurance claims and 
claimants. Further, there should 
be combined the arson fund work of 
the National Board of Fire Under- 
writers with the private enterprise 
of the fire record. 

Fire patrols should be supervised 
in co-operation with the local boards 
in the same way. 

Companies should keep in touch 
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with the operations in the country 
as a whole by semi-annual or quar- 
terly meetings of executive officers 
after the pattern of the present an- 
nual meetings of the National Board 
of Fire Underwriters, of which the 
new system should be a legitimate 
outgrowth. 

Associations of field and office 
men similar to the Underwriters’ 
Association of the Northwest and 
the Underwriters’ Association of 
the Pacific, or to the insurance in- 
stitutes of Great Britain, should be 
encouraged in every possible way 
as bringing the active workers of 
the field into personal contact, and 
as supplying invaluable education 
both to them and from them which 
we all need, and which can in many 
respects only be derived in that way. 

In the above outline there would 
be nothing at all tending to remove 
the necessity for the same exercise 
of individual judgment as at present, 
and the rule would still obtain that 
underwriters of ability would make 
money for their companies and the 
others would lose in the long run. 

There is nothing of trades union- 
ism in it to bring everything to a 
dead level by putting mediocrity 
and genius on the same plane. 
There would, however, be economy 
in cost, economy in energy, with a 
consistent spirit energizing all. 





THE SURPLUS OF LIFE INSURANCE COMPANIES. 


Shall Accumulations on Deferred Dividend Policies Be Treated as a Liability ? 


No subject of recent years has 
been more generally discussed than 
the methods of treating accumu- 
lated funds on deferred dividend 
policies in excess of the usual legal 
requirements. Nearly all the first- 
class companies issue this form of 
contract, but there has been no uni- 
form plan of treatment. Various 
State departments have, from time 
to time, attempted to establish arbi- 
trary rulings governing the ques- 
tion, but in the end have been 
compelled to revert to the simple 
method of treating these accumula- 
tions. Public attention has been 
attracted to the matter by a discus- 
sion of the problem between the 
Insurance department of Connecti- 
cut, President James W. Alexander 
of the Equitable Life, and Actuary 
Emory McClintock of the Mutual 
Life. The discussion is printed in 
the annual report of the Connecticut 
department, just issued, and arose 
out of the advanced position taken 
by Commissioner Scofield in respect 
to the status of these funds. 

A year ago, in his report on life 
insurance, Mr. Scofield stated: ‘‘In 
the judgment of the department, 
when a company has, through its 
proper officers, declared and entered 
upon its record dividends as pay- 
able upon any class of policies 
these should appear charged as a 
liability in its statement,’’ and’ an- 
nounced that in the future the 
department would charge such 
funds as a liability. In accordance 
therewith, the statement blanks sent 
to the companies for 1go1 included 


under liabilities two items, one 
embracing ‘‘ dividends apportioned, 
payable during igo1,’’ and the 
other, ‘‘ dividends apportioned, pay- 
able subsequent to tgor, as the 
periods of participation may ma- 
ture.’’ In view of this requirement, 
the issuance of the commissioner’s 
report has been awaited with in- 
terest, particularly on account of 
its bearing upon two of the large 
companies. The announcement that 
all companies reporting to the de- 
partment, with the exception of the 
Mutual and Equitable Life, have 
complied with the ruling, has 
aroused public interest in the rea- 
sons controlling this disposition of 
the matter. 

POSITION OF THE MUTUAL LIFE. 

The outcome seems to show that 
the companies complying with the 
commissioner’s ruling have trans- 
ferred the sum of $63,000,000 from 
surplus accounts to. liabilities. In 
the case of the Mutual Life, out of 
the sum of $56,562,000 returned as 
funds in hand in excess of legal 
liabilities, the department charges 
$2,440,000 as a liability on the 
ground that it is the sum author- 
ized by the company to be dis- 
tributed among the policy-holders 
during the year 1tgo1. This sum 
was reported by the company to the 
department as ‘‘ divisible surplus.’’ 
The department concludes that the 
balance of the $56,562,000 shall be 
treated in the report as ‘‘surplus’’ 
pure and simple. 

This disposition of the matter is 
the outcome of a lengthy corre- 
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spondence between the department 
and Actuary McClintock, in which 
the latter declares that the sum of 
$2,440,000, designated as ‘‘ divisible 
surplus,’’ is the amount which the 
management of the company has 
authorized for division among the 
policy-holders in rgo1. In regard 
to the sum of $54,122,000, designated 
by the company as ‘‘ contingent 
guarantee fund,’’ Mr. McClintock 
declares : 


No dividends of any description are in- 
cluded in the contingent guarantee fund. 
No dividends have been apportioned by 
this company, nor has any portion of its 
funds been set aside or appropriated for 
the benefit of any policy or class of poli- 
cies, except in the form of dividends here- 
tofore reported to you or in the form of the 
divisible surplus now in process of division, 
during igor, as above stated. There are 
no ‘‘amounts payable in the future’’ ‘‘to 
any class or classes of policy-holders or 
their survivors, such payment being re- 
quired by the term of policy -contract,”’ 
which are now ascertained or ascertainable. 
The dividends payable in the future on 
policies not now entitled to a dividend will 
not be ascertained, either individually or 
in bulk, or in any other way, until the 
time comes for making such dividend. 


Mr. McClintock further explains 
the manner in which the contingent 
guarantee fund is used, as follows: 


What we do each year is to give to each 
policy then -entitled to a dividend the 
amount which we estimate it to have con- 
tributed to the existing surplus. The 
total sum required in this way for the 
year’s dividends is called divisible sur- 
plus. The balance of the surplus is re- 
served as contingent guarantee fund. If 
Smith has a policy entitled to a dividend 
in 1901, he gets his share. If Jones hasa 
policy not entitled to a dividend until after 
I9g0I, no notice is taken of Jones. The 
result is that the undivided surplus is 
greater if Jones has a policy of that kind 
than it would have been if he had held a 
policy like Smith’s, entitled to a dividend 


in Igol. 
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Some companies make a memorandum 
of the amount which Jones’ policy would 
have received if it had been entitled to a 
dividend in 1901, and they make similar 
memoranda regarding other policies, and 
they thus make a definite liability for 
future dividends. This company does not. 
When Jones comes to get his dividend, he 
will get his share of the then existing sur- 
plus, whatever the same may be. He 
remains meantime merely a policy-holder 
without profits. It is, of course, the duty 
of the management not to give to Smith as 
a dividend in 1901 more than Smith has 
himself contributed. In that way, Jones’ 
contributions to the surplus, whatsoever 
they are, go to increase the undivided sur- 
plus. I am speaking of actual legal facts. 


In reply to Mr. McClintock’s 
explanation of the status of the 
contingent guarantee fund, Com- 
missioner Scofield said: ‘‘If your 
company has not, as a matter of 
fact, in any manner or for any pur- 
pose, apportioned or set aside any 
part of this sum of $54,112,022, and 
the policy-holders have no right or 
interest in it, present or prospec- 
tive, beyond what remains after the 
fund is subjected to the vicissitudes 
of the business, then it should be 
returned as ‘surplus.’’’ In reply 
to this, Mr. McClintock said that 
Commissioner Scofield’s ruling as 
to the status of the fund was not 
contested by the company, the re- 
quest being made, however, that in 
designating the sum as ‘‘ surplus ’”’ 
in the published reports, a foot-note 
be added, to the effect that the com- 
pany termed this item ‘‘ contingent 
guarantee fund.’’ In the report 
just issued, Commissioner Scofield 
says: 

From the foregoing correspondence it is 
quite apparent that this company appor- 
tions dividends only at the end of the 
period designated in the policy contract, 
and that no part of the so-called contingent 
guarantee fund is made up of any divi- 
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dends or apportioned earnings payable in 
the future, and that said fund represents 
merely the excess of company’s assets over 
all legal liabilities, and is depended upon 
to provide against the emergencies of the 
business and for fluctuations in the market 
value of securities, and is ‘‘surplus’’ in 
the common, ordinary, and usual accepta- 
tion of that term.* 


ALEXANDER’S 
MENT. 


PRESIDENT ARGU- 


The discussion with the officials 
of the Equitable Life, as disclosed 
in the report, is even more interest- 
ing than that in the case of the 
Mutual Life. In its report to the 
department for 1901 the Equitable 
gave its total surplus as $65,612,986, 
and stated that of this sum $56,496,- 
660 had been pay- 
ments on deferred dividend poli- 
cies.”’ communication to 
President Alexander, Commissioner 
Scofield that if this latter 
amount ‘‘is the amount now held 
for the benefit of policy-holders, 
payable in subsequent to 
igoI, either to present members of 
a class or classes, or their surviv- 


‘*derived from 
In a 


said 


years 


ors, then it should be reported as 
a liability.’’ 

In reply to this proposition Presi- 
‘* The stat- 
ing of our general surplus as only 


about $9,000,c00 would be an im- 


dent Alexander said: 


proper showing of the condition of 
the society, as this surplus has 
really been derived from the pay- 
ments comparatively 
small part of our business, and, if 
any division were made, should be 
considered as the surplus belong- 
ing or appertaining to that portion 
of our business, and not as the en- 


made on a 


*So far as the apportionment of dividends on 
tontine policies is concerned, this is practically 
the conclusion reached by the experts of the 
Prussian government in their recent examina- 
tion of the Mutual Life. 
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tire surplus of the society.’’ Mr. 
Alexander then pointed out that 
if surplus on deferred dividend poli- 
cies is to be considered as a liabil- 
ity, then a company issuing only 
that class of policies would have no 
surplus at all, and would be legally 
on the ‘‘ brink of insolvency.’’ He 
says: 

What the directors and officers of the 
Equitable object to is that the surplus 
accumulated on one group of policies 
should be dealt with in one way, while the 
surplus accumulated on another group of 
policies should be dealt with in an entirely 
different way, notwithstanding the fact 
that the character of the surplus in both 
cases is essentially the same, and the dis- 
position to be made of it essentially the 
same, the only difference being in one case 
profits are divided at the end of stated 
periods of years, whereas, in the other 
case they are divided at the end of every 
year. 

Mr. Alexander says that the sur- 
plus of a life company cannot be a 
fixed and unalterable item or group 
of items, and that discretion as to 
the amount to be paid at the end of 
the dividend period must necessa- 
rily rest with the management. He 
says that as the company’s busi- 
ness is constituted it must treat all 
of its surplus, whether derived from 
deferred dividend or other forms of 
policies, as subject to use in meet- 
ing the requirements of the busi- 
ness and to provide against fluctua- 
tion in the market value of securi- 
ties. The fact that it is undeclared 
and consists of an excess over and 
above funds necessary to protect the 
face of the policy, constitutes a bul- 
wark of strength and safety for the 
policy-holders. He contends_ fur- 
ther that the Equitable does not 
consider that deferred dividend pol- 
icy-holders, whose dividend periods 
have not ended, have acquired, un- 
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der their contracts, any rights or 
interests in surplus derived from 
payments upon such policies, which 
differ in character from the rights 
of annual dividend policies in the 
balance of the surplus. 

The so-called tontine surplus, like 
any other surplus, is liable to be re- 
duced should the rate of mortality 
of the company increase, or depre- 
ciation of its assets occur, or any 
other unforeseen contingency bring 
about a reduction. The surplus is 
not fixed, but a variable quantity, 
which must increase or decrease in 
accordance with the nature of a com- 
pany’s business and the methods 
of management. By the terms of 
the contract the policy-holder can 
have no right to receive or to be 
credited with any surplus until the 
end of the dividend period. But it 
is the practice of the Equitable to 
keep an account of how much of its 
surplus has been derived from the 
payment of premiums on policies in 
the various classes, so that when 
the time of apportionment or divis- 
ion arrives the company can ascer- 
tain what part of the surplus should, 
as a matter of equity, be appor- 
tioned to the respective policies. 
Mr. Alexander points out some of 
the difficulties in the way of treating 
surplus on deferred dividend poli- 
cies as a legal liability. He says: 

If the surplus of our deferred dividend 
policies is a fixed and definite liability, then 
the only surplus held by the company is a 
sum amounting to about $9,000,000, and if, 
in the conduct of the company’s business, 
there should be any excess in mortality or 
any necessary increase in expenses, or any 
depreciation in the value of assets, all 
deficiencies thus resulting would neces- 
sarily be made up from this small par? of 
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the surplus of the company. Thus the 
holders of annual dividend policies might 
have all their surplus swept away; might 
be deprived of all dividends, and the hold- 
ers of deferred dividend policies would go 
scot-free and bear noue of the burden. 

Or if it be assumed that the deficiency 
should be even greater than the general 
surplus, and that the surplus on deferred 
dividend policies, being a fixed and definite 
liability, could not be encroached upon, 
the result would be that the company 
would be forced into insolvency, and would 
be compelled to close its doors, and a 
strong and flourishing and prosperous com- 
pany would be wrecked by a mistaken clas- 
sification of the greater part of its surplus 
assets ! 


As a result of this correspondence, 
Commissioner Scofield reaches the 
following conclusion: ‘‘ The man- 
ner in which this society annually 
adjusts dividends applicable to its 
tontine and semi-tontine policies, 
and carries the same to a fund 
known as tontine surplus, which 
surplus and the apportionment 
thereof is determined by the man- 
agers after allowing for all 
penses and for the safeguarding of 
the institution, inclines me strongly 
to the belief that they should have 
become a liability.’’ He _ states, 
however, that he has decided to 
accept the statement of the Equit- 
able as returned, making this note 
against its claimed surplus: ‘‘ Of 
this amount $56,495,660 is stated 
by the society as unapportioned 
tontine surplus.’’ He says, how- 
ever, that should the facts and the 
law of the case, as they appear to 
him, remain unchanged when the 
next report of the company is made, 
he will require the tontine surplus 
to be reported as a deferred divi- 
dend liability. 


ex- 





THE BROKER AS A FACTOR IN FIRE INSURANCE. 


His Influence on the Cost of Indemnity. — A Continued Discussion of This 
Interesting Problem. 


BY WILLIAM R. GRAY. 


Those who best know and. most 
admire Mr. Woodworth’s ability to 
thoroughly and forcibly express and 
defend his opinions will regret that 
in his reply to the article in the 
December number of INSURANCE 
Economics he did not give less 
attention to the manner and more to 
the matter of the article in question. 

It was the purpose of the former 
article to show that the owner’s in- 
terests were best served by means 
of the brokerage system as exempli- 
fied in either the broker-agent or 
the broker only; that not infre- 
quently he used great care in the 
selection of his broker and was 
often, for good cause, tenacious in 
his adherence to the man of his 
choice; that the services of the 
broker of experience, character, and 
proper up-to-date methods is heart- 
ily welcomed by the insurance com- 
panies of the most progressive and 
successful type; that the effort to 
eliminate the broker had its origin 
in and was most earnestly advo- 
cated by that class of agents whose 
location or lack of wide experience 
prevented them from engaging in 
the brokerage business; that the 
arguments urged for the elimination 
of the broker and the results which 
would, it was urged, naturally follow 
such action, were hardly of a kind 
to appeal strongly to the support of 
the owner, and that certain remedies 
might well be applied to the cor- 
rection of such abuses as may have 
resulted from improper practices of 
certain brokers. 


Mr. Woodworth’s silence on many 


of these points would indicate that 
he is in more or less complete agree- 
ment with both the facts and argu- 
ments as stated, and his frank 
admission that ‘‘ present business 
methods require a middle man be- 
tween the property owner and the 
company’’ really covers the most 
important basis on which this whole 
question rests and beyond this one 
point it seems that differences can 
only exist as to matters of detail. 


THE INDEPENDENT MIDDLEMAN. 


Mr. Woodworth believes the 
‘“*“middleman’’ (the company’s 
agent), selected by the company 
itself, fully meets this need outside 
of New York City, but seems to 
overlook the fact that a regularly 
appointed agent of one party to any 
transaction fails in some rather im- 
portant particulars to meet the full 
requirements of a ‘‘ middleman’”’ 
between the two parties to the ~ 
transaction. 

It appears that Mr. Woodworth 
makes a distinction as to the need 
of the ‘‘ middleman ’’ in the case of 
New York City, separating it from 
the ‘‘agency field’’ and putting it 
by itself, justifying the inference 
that he does so because ‘‘ agents 
are not employed ’’ there, and hence 
the companies have not themselves 
provided the ‘‘ middleman ’’ at that 
point. 

It is true that New York City is 
the home of very many companies 
who deal with local business over 
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their own counters, but it is also 
true that it has a very considerable 
number of agents who, from Mr. 
Woodworth’s point of view, should 
as fully answer the business de- 
mands for ‘‘middlemen’’ as he 
would have it believed similar 
agents do in Buffalo or in Boston. 
He also concedes the owner’s right 
to employ a ‘‘ middleman’”’ of his 
own selection, instead of adopting 
the one selected for him by the 
company, but insists that in such 
case the owner should himself pro- 
vide suitable compensation for the 
service rendered, and that this 
should be quite outside of and in 
addition to the premium paid by 
the owner for his insurance. He 
appears to have three reasons for 
this position : 

1. That any compensation re- 
ceived by the broker selected by the 
owner, unless it is paid by the 
owner himself, is’ an additional 
item of expense to be borne by all 
the insuring public, thus consti- 
tuting an extra expense on the 
many for the sole benefit of the few. 

2. That it compels the com- 
pany’s ‘‘middleman’’ or agent to 
surrender to the broker a portion 
of his own compensation ; and 

3. That in all places or cases in 
which the companies have provided 
a ‘‘middleman’’ in the person of 
their own agent, the services of any 
other or additional ‘‘ middleman’”’ 
are unnecessary. 


NEED OF THE. BROKER. 


Perhaps a clearer understanding 
can be had by considering these 
points in reverse order. 

Granting, as Mr. Woodworth 
does, the necessity for a ‘‘ middle- 
mau,’ then it becomes a detail 


(important, however,) as to who 
this ‘‘ middleman’”’ shall be, who 
shall select him, and what service 
he is expected to render. 

An agent is selected by his prin- 
cipal (in this case the insurance 
company) as his own representa- 
tive, and in cases where the selec- 
tion is one which commends itself 
to the owner as guaranteeing the 
service he desires, he becomes, in 
fact, a satisfactory ‘‘ middleman,”’ 
and in that particular case the 
broker does not exist. The very 
fact that the broker does exist 
in most business centres, and that 
experience has demonstrated there 
is a growing demand for his serv- 
ices, clearly indicates that in such 
instances the ‘‘ middleman’’ offered 
by the company does not meet the 
owner’s supposed needs. 

Under these conditions, it is 
clearly proper for the owner to 
select a ‘‘ middleman ”’ satisfactory 
to himself, and in case his judg- 
ment, as shown in his selection, 
does not commend itself to the 
company whose policy is desired, 
then the company is at liberty to 
decline the services of the owner’s 
‘‘middleman’’ just as the owner 
declined the services of the ‘‘ mid- 
dleman’”’ selected for him by the 
company. 

A consideration of the services 
expected of the ‘‘ middleman’’ 
should help in the determination 
as to who should select him. What 
are these services? One is the 
selection of companies whose finan- 
cial strength and fair-minded busi- 
ness methods in the treatment of 
their patrons best commend them 
to the favor of the insuring public. 
An agent does not always represent 
the companies which his own judg- 
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ment tells him best meet these 
requirements, but his loyalty to the 
companies he does represent com- 
pels him to give them their proper 
line on all business controlled by 
him, and his failure to do so would 
be sufficient reason for his removal. 
Another duty is to provide for his 
patrons the best form of policy con- 
tract (note that ‘‘best’’ by no 
means means “‘ broadest,’’ although 
the latter word is a favorite with 
those who denounce the broker). 
Another duty is to see that the 
property of his principal is made as 
free as possible from the hazard of 
fire; that the best known means are 
provided for the extinguishment of 
fire if it does occur; and that the 
rates of premium are properly ad- 
justed to the improved conditions 
of the risk. Another duty is to 
make sure that if, in spite of all 
this care and protection, his prin- 
cipal has a loss by fire, it shall be 
properly and promptly settled. He 
owes each of these duties to the 
insurance companies with which he 
places his business scarcely less 
than he does to his patron, for it is 
a fact that the kind of service indi- 
eated above is cordially welcomed 
by many companies as heartily as 
by the owner. 

WHAT THE BROKER HAS DONE. 

It is true that to-day some of the 
most influential insurance - compa- 
nies are most earnest and active in 
their efforts, through their officers, 
special agents, and local agents, to 
secure the best possible conditions 
as to the safety of the risks pro- 
tected by their policies, and are 
ready to make adequate reductions 
in the rates of premium on those 
properties which are brought up to 
their standard in the matter of safety 
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and protection, but until very recent 
years most insurance companies 
were at best only in a condition of 
passive willingness on this point, 
while many prominent companies 
openly disapproved (as some few 
still do) any attempt to improve 
either the hazard or protection of 
risks if such improvement was to 
be accompanied by any reduction 
in the rate. The old theory was to 
allow the assured to leave his risk 
in any condition he pleased and to 
so adjust the rate as to ‘‘ make the 
punishment fit the crime.’’ When 
agents knew this to be the senti- 
ment of their companies, and real- 
ized that the amount of their own 
income followed the increase or de- 
crease of the rates of premium, it is 
not strange that the man who was 
strictly an agent should have very 
rarely been enthusiastic in the work 
of increasing the safety and protec- 
tion of his risks, thereby making a 
corresponding reduction in the rate 
and in their own compensation. 

It will be readily admitted that 
the pioneers in this matter among 
the people interested in the busi- 
ness of stock insurance companies 
were a very limited number of men, 
either agents, brokers, or brokers 
only, who realized that the first 
duty expected of them by their cus- 
tomers was that they should so use 
their knowledge of fire hazards, pre- 
vention of fires and prompt means of 
extinguishing fires which did occur, 
that their property should be as safe 
as possible and the danger of in- 
terruption of their business by fire 
should be reduced to a minimum. 

Recognizing this duty, they also 
realized that a reduced rate on a 
risk which did not burn would 
prove much more profitable to the 
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companies than would a higher 
rate, subject to frequent claims for 
loss. It can hardly be questioned 
that their theory is fully confirmed 
by the subsequent record, and the 
wisdom of their action in this mat- 
ter is demonstrated by the wonder- 
ful increase in the number of the 
‘‘Standard’’ risks within the last 
few years, and the course of so many 
companies in heartily endorsing this 
movement is sufficient evidence that 
the action of these few men was 
fully as valuable to the companies 
themselves as to the owners. 


The changes made in recent 


years in the forms of policy con- 
tract have been almost as radical as 
has been the improvement in the 
physical character of the risks, and 
the only evidence needed that these 
changes have as a rule been wholly 


satisfactory to the companies is 
found in the fact that they have 
been accepted by them without 
question, or protest, in the belief 
that a contract which fairly meets 
the needs of both parties, stated in 
terms clearly understood and leav- 
ing as little as possible to the im- 
agination of the owner or the ad- 
juster after a loss has occurred, is 
far better for everyone than was the 
old style of contract which was ap- 
plied alike to every risk of a class 
without regard to the particular 
needs of the particular risk as com- 
pared with the class as a whole — 
in other words, that both parties 
would be benefitted by the prepara- 
tion of a form of contract to meet 
the specific needs of the specific 
case, and in language not suscepti- 
ble of two or more meanings when a 
loss compelled its interpretation. 
The agent broker or broker only 
was also the pioneer in making 
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these changes, and the almost uni- 
versal change in contracts which 
has taken place since the brokerage 
system has become so general is 
sufficient evidence of the wisdom of 
the change. It is evident, there- 
fore, that very important changes 
have taken place in recent years, 
and they have been beneficial both 
to the owner and the companies, 
without being harmful to either; 
that they mainly date from the 
entry of the broker or agent broker 
into the business, and that they have 
been largely, if not wholly, due to 
his influence, and that, therefore, he 
has been found by all parties best 
equipped and most useful for the 
service naturally required of the 
‘* middleman.’’ 


COST OF THE BROKER. 


It is urged, however, that his 
presence and efforts result in a divi- 
sion with him by the agent of the 
compensation which would other- 
wise accrue to the agent alone. 
The agent is offered by his com- 
panies to the public as a ‘‘ middle- 
man,’’, which presupposes that he 
owes some amount and kind of ser- 
vice to both parties whose ‘‘ middle- 
man’’ he desires to be, and his 
compensation is supposed to be 
sufficient to properly cover all ser- 
vices rendered to both parties. If, 
then, the broker himself performs 
such service as the ‘‘ agent middle- 
man’’- would ordinarily render to 
the owner, and has in addition done 
certain other labor and incurred 
certain expense which otherwise 
would have fallen on the agent if 
he had, without the broker’s assist- 
ance, been able to secure the busi- 
ness at all, what injustice is it to 
him when he shares his compensa- 
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tion with the man who has in turn 
done his share of the labor and 
borne his share of expense? 

It is further urged that the com- 
pensation received by the broker 
(unless paid by the owner in addi- 
tion to the premium on his insur- 
ance) is an additional item of the 
cost of insurance paid in common 
by those who do not share his ser- 
vice and by those who do, and is, 
therefore, ‘‘a double tax upon all 
policy-holders for the possible bene- 
fit of a few policy-holders.’’ Does 
Mr. Woodworth know of a case in 
which a company has paid its agent 
a higher commission on a risk be- 
cause he had divided his commis- 
sion with a broker? If, in the 
absence of such knowledge, he 
replies that his statement was not 
intended to apply to any specific 
case, but was only a general state- 
ment, meaning that if the whole 
brokerage system was abolished, 
then a lower rate of commission 
could prevail with equal profit to 
both company and agent, and thus 
the cost of insurance to the owner 
could be reduced by a sum equal to 
the amount now received by the 
broker, it must be admitted that 
the logic of the situation warrants 
an affirmative answer. It is true, 
however, that even logic is not 
always a safe guide, and it will be 
interesting to seek an answer in 
actual results as shown by the 
records. 

In the Commonwealth of Massa- 
chusetts the first broker’s license 
was issued on April 16, 1869, and 
an examination of the records of 
the insurance department of this 
State shows that in the four years 
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previous to 1870 (this being as far 
back as the reports show informa- 
tion valuable on this point) the 
average rate received by all the 
stock insurance companies report- 
ing to this State was I 14-100 per 
cent. 

The reports also show that in the 
ten years — 1870 to 1879 inclusive,— 
but omitting the years 1871 and 1872, 
the years of Chicago and Boston 
fires, when rates were abnormally 
increased temporarily, the average 
rate reported to the department by 
all stock companies was 92-100 of 
1 per cent. The average rate re- 
ported to the department from 1880 
to 1889 inclusive was 80-100 of 1 
per cent., and the average rate re- 
ported to the department from 1890 
to 1899 inclusive was 75-100 of 1 
per cent. In each of these cases 
the small fraction of the rate is, of 
course, omitted as unimportant. 

The facts, therefore, show that so 
far as the stock companies report- 
ing to the insurance department of 
this State are a safe guide, the 
average rate of insurance previous 
to any marked effect of the broker’s 
influence was I 14-100 per cent. and 
that as the results of the broker’s 
influence in the better construction 
and protection of risks were more 
effective, the rates have been re- 
duced during each succeeding ten- 
year period successively to 9g2- 
1ooths, 80-1ooths, and 75-1ooths and 
these results conclusively dispose of 
the theory that the advent of the 
broker was accompanied by an in- 
crease in the rates of insurance, 
and that those whom he does not 
serve are taxed for the benefit of 
those whom he does serve. 





REVIEW OF THE MONTH. 
LIFE INSURANCE. 


It is very clear that the arbitrary posi- 
tion taken by some State departments, as 


How shall Surplus !! #8 the tendency 


Fonds be Treated? towards legislation, 
i makes it necessary 


to arrive at some more definite conclusions 
in regard to the actual status of surplus 
funds in life-insurance companies. The 
question at present is in an uncertain state. 
Attention has been particularly directed to 
the matter during the past month by the 
issuance of the annual report of the Con- 
necticut Insurance Department which con- 
tains a very interesting and instructive 
discussion of the question between the 
officers of the department, President 
James W. Alexander of the Equitable Life, 
and Actuary Emory McClintock of the 
Mutual Life. The main points contained 
in the discussion, together with the reasons 
which led the Connecticut department to 
take a definite position in regard to sur- 
plus held under deferred dividend policies, 
are fully recounted elsewhere. The state- 
ments made by Messrs. Alexander and 
McClintock throw a very strong light upon 
the situation and tend to clear the atmos- 
phere, showing that the question is one 
which cannot be arbitrarily dealt with, and 
can only be settled after a very careful 
study of the facts. 

The impression gained, as a result of a 
perusal of the Connecticut department’s 
report, is that the commissioner, moved by 
a commendable‘desire to give the public a 
better understanding in regard to the sur- 
plus funds, has somewhat too hastily taken 
a definite position in regard thereto, which 
has led to great confusion and may do in- 
justice to some of the companies, without 
conferring any material benefit upon the 
public or the policy-holders. 

One of the striking results is that all 
but two of the companies reporting to the 
Connecticut department, in an attempt to 
comply with the commissioner’s require- 
ment, have, to,use the words of the com- 
missioner, practically transferred the sum 
of $63,000,000 from surplus to liability 
account. In(|the=case of the Mutual and 
the Equitable, however,—the only two 


companies which seem to have engaged in 
a controversy with the department, — no 
such transfer has been made, the result 
being that these companies, on the face of 
the reports, are placed in the position of 
possessing surplus funds different from 
those held by other companies, when, as a 
matter of fact, the difference is purely 
technical. Messrs. Alexander and McClin- 
took have simply led the Connecticut de- 
partment, by force of argument, to take a 
position in regard to surplus funds which 
is inconsistent and inadequate, and which 
seems to show conclusively that an attempt 
to deal with this question arbitrarily re- 
sults only in increasiug the uncertainty 
respecting the true status of these funds. 


we 
The question needs to be thoroughly 
discussed and some more definite knowl- 


: edge obtained as to 
poe» Bra exactly what is meant 


by surplus and what is 
meant by liability. Under the laws of the 
different States as they exist to-day the 
legal liability of the company consists 
of the reserve, the unpaid claims, the 
debts on policy contracts, and other minor 
obligations. All beyond that is, in the 
eyes of the law, surplus. This is certainly 
the common-sense view of the situation. 
Technically, however, in the case of a life- 
insurance company conducted on the mu- 
tual plan, there is really no such thing as 
surplus. All its funds belong to the 
policy-holders and are liable to be returned 
to them as occasion may demand. 

The accumulated funds of life-insurance 
companies above legal liabilities perform 
two functions: one to pay dividends to 
policy-holders, the other to provide against 
the vicissitudes of the business. Very 
much the larger portion of these accumu- 
lations is used for the purpose of paying 
dividends, and this is true both in the case 
of annual and long-term dividend policies. 
The only question which arises is whether 
there is‘any essential difference between 
the surplus accumulated on deferred and 
annual dividend policies which should 
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necessitate a treatment different in one 
case from thatinthe other. Mr. Alexander 
presents a strong argument to show that if 
the surplus accumulated on a deferred 
dividend policy is a liability, surplus ac- 
cumulated on an annual dividend policy is 
likewise a liability. 
¥ 

All companies declare their dividends 

upon the contribution plan and it is theo- 


Asazel and Deferred retically, if not prac- 


“ee “es tically, possible for a 
Dividend Policies. re 
life-insurance com- 


pany at the end of any year to determine 
approximately what portion of the total 
surplus belongs to each group of policy- 
holders. In the case of an annual divi- 
dend policy the company determines at 
the end of the year its total gains from 
different sources. Out of this gain, sucha 
portion as the management deems wise is 
set aside and declared payable to the 
holders of the policies upon which the 
surplus has been accumulated. 

In the case of deferred dividend policies 
there are technical differences in the 
methods pursued by. the several com- 
panies, but, asa matter of fact, there does 
not seem to be any essential difference. 
The surplus accumulated on these policies, 
by the nature of the contribution plan, can 
be determined from year to year, but 
there is no separation of the fund into 
‘‘declared ’’ dividends and surplus held 
for contingencies until the end of the 
dividend period. It does not follow that 
the deferred dividend policy-holder will 
receive the entire surplus which is to-day 
accumulated on his contract; it would be 
unfair that he should doso unless a similar 
plan be pursued in the case of annual div- 
idend policies. 

A fund for contingencies is absolutely 
necessary, to which the holders of annual 
and deferred dividend policies should ¢on- 
tribute alike. The dividends “declared ”’ 
on annual distribution policies become, by 
the very nature of the case, a liability, and 
are so charged in the statements of the 
various companies. In the case of a de- 
ferred dividend policy no dividends are 
‘‘declared ’’ until the end of the distribu- 
tion period, which may be five, ten, fifteen, 
ortwenty years. The policy-holder’s righ? 
in these surplus accumulations is not 
definitely determined from year to year. 
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Neither the policy-holder nor the company 
can know what the definite sum to be paid 
to the policy-holder will be until the ter- 
mination of the period. The accumulations 
must be subject to the contingencies of the 
business. 


aa 


We know, as a matter of fact, that very 
much the larger proportion of the surplus 
accumulations 
under deferred 
dividend policies 
will eventually be returned to the holders 
of these contracts, and yet the whole fund 
stands as surplus in the company reports, 
whereas in the case of the annual dividend 
policies the only surplus is what remains 
out of the accumulated funds after the 
dividends have been declared or paid. We 
have repeatedly expressed the opinion that 
it was unwise for companies holding large 
accumulations under deferred dividend 
policies to report these funds as surplus, 
pure and simple. The reports made to the 
departments should embrace a separation 
in an intelligent form. It seems, however, 
that the Connecticut department has taken 
hold of the matter from an entirely wrong 
standpoint. It is clear that the accumu- 
lated funds under deferred dividend poli- 
cies cannot be treated as a liability. To 
attempt to do so not only results in greater 
confusion but nullifies the mutuality of a 
company. 

A year ago, when the Connecticut de- 
partment announced its intention in re- 
spect to this matter, it said: ‘‘ When a 
company has, through its proper Officers, 
declared and entered upon its records divi- 
dends as payable upon any class of policies 

. they should appear charged as a lia- 
bility.’”’ Under deferred dividend policies 
there is no such thing as a “‘ declaration ”’ 
of dividends until the termination of the 
period, and, under this ruling, no company 
reporting to the Connecticut department 
could be required to charge deferred divi- 
dend accumulations as a liability. In this 
year’s report, however, the commissioner 
seems to have modified his position, pos- 
sibly finding that his original pronounce- 
ment did not adequately cover the situation, 
and says that funds ‘‘apportioned ”’ to the 
credit of deferred dividend policies from 
year to year shall be charged as a liability. 
If the commissioner had adhered to his 


Deferred Surplus Earn- 
ings not a Liability. 
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original position, he would have been 
exactly right. A declared. dividend is a 
fixed and definitely determined liability 
placed beyond any use by the company for 
the exigencies of the business. 

In contending, however, that appor- 
tioned funds should be charged as a 
liability, he is wrong. Such funds are not 
a fixed and definite liability against the 
company, like declared dividends, but are 
subject to variations arising out of the 
vicissitudes of business. 


> 


In connection with this question, it is 
interesting to observe the practice of the 
different companies. The 
New York Life, North- 
western, the Penn Mu- 
tual, and the Home separate their deferred 
dividend accumulations from other funds. 
In its report to the Massachusetts depart- 
ment this year, the New York Life shows 
itself to be possessed of funds above legal 
liabilities in the sum of $45,989,251, and 
yet there is no item in its report desig- 
nated as surplus. This sum is divided 
into three items: $4,283,077 additional 
reserve on policies which the companies 
value on a three per cent. or a three and 
one half per cent. basis over the four per 
cent. valuation by the insurance depart- 
ment; $31,385,855 is designated ‘‘ reserve 
to provide dividends payable to policy- 
holders during 1901, and in subsequent 
years as per policy contracts.”’ This sum, 
as we understand it, covers the apportioned 
accumulations under deferred dividend 
policies; the balance, $10,320,319, is desig- 
nated ‘‘other funds for all other con- 
tingencies.”’ 

In the case of the Mutual Life, the sum 
of $54,112,022 is reported as contingent 
guarantee fund, and is included by the 
company under the head of Liabilitiés, the 
only surplus shown being the sum of 
$2,440,000, designated ‘‘ divisible surplus.’’ 
It is a curious fact that the Connecticut 
department, as the outcome of its dispute 
with the company, has just reversed this 
plan of reporting funds, and has charged 
the sum of $2,440,000 as a liability, while it 
gives the company the $54,112,022 as a sur- 
plus pure and simple. 

It has been the custom of the Massachu- 
setts department to permit the companies 
to follow their own devices in designating 


Practice of 
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what are commonly known as surplus funds. 
Those which adopt another term than sur- 
plus for these funds do so for the advantage 
which they thus obtain. Those which con- 
tinue to report in the old-fashioned method 
are not satisfied that any advantage is gained 
by a different plan. On the face of the re- 
turns as made to the Massachusetts depart- 
ment, the New York would show nosurplus 
at all, the Mutual but $2,440,000, and the 
Equitable $65,612,000. But, as a matter of 
fact, the accumulations of these companies 
above legal liabilities are respectively as 
follows: ‘‘ Equitable, $65,612,000; Mutual 
Life, $56,562,000; New York Life, $45,- 
989,000. According to the statement made 
by the Equitable to the Connecticut de- 
partment, its surplus accumulation under 
deferred dividend policies is $56,496,000, 
leaving something over nine million as 
surplus accumulation on annual dividend 
policies. The Mutual Life does not dis- 
close just what its accumulation is under 
deferred dividend policies, but it is under- 
stood to be in the neighborhood of 
$48,000,000. 


¥ 


The ever-living problem of rebating has 
again forced itself to the front for dis- 


The New York Life cussion. During the 
and Rebating. past month attention 
has been centred in 
an important circular issued by the New 
York Life Insurance Company over the 
signature of its vice-president, Mr. George 
W. Perkins. This company, both publicly 
and privately, has always taken a very 
strong position upon the rebate question. 
We do not understand that the company 
claims to have prevented all its agents 
from indulging in this practice, but it does 
claim that the policy it has pursued in re- 
spect to the matter has reduced rebating to 
a minimum. ° 
The announcement just issued by the 
company is in effect a declaration that after 
pursuing this policy for seven years it is 
satisfied that the results have been benefi- 
cial to the company, the policy-holders, 
and the agents in a pronounced degree. 
Mr. Perkins states that seven years ago the 
management notified its agents that those 
detected in rebating would be immediately 
dismissed from service. This position was 
taken after a careful study of the situation, 
in which it was found that rebated busi- 
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ness was very much less persistent than 
that upon which the full premium had 
been paid, that this resulted in a loss to 
the body of policy-holders, and produced 
an inferior class of agents. The company 
found that it not only suffered a loss 
through lack of persistency, but that re- 
bated business tended to increase the mor- 
tality, because many men made a practice 
of taking rebated policies and applying for 
a policy for a similar amount, just previous 
to the due date of the second premium, 
which they would take if the medical ex- 
amination were passed, dropping the old 
policy and procuring another rebate on the 
new. This custom was continued yearly 
until the policy-holder was unable to pass 
the medical examination. At that point 
the policy was kept up, the selection 
against the company being of an extremely 
adverse nature. The management also 
came to the conclusion, from the facts in 
hand, that agents who rebated were un- 
able to make a satisfactory living, and, 
therefore, made unsatisfactory agents. 

After pursuing this policy for seven 
years, Mr. Perkins states that the company 
has reached a point where it is able to offer 
overwhelming proof that its position has 
been a correct one from the policy-holders’ 
point of view. He claims that the results 
show immense advantages as compared 
with companies which have not adopted 
the policy of the New York Life in respect 
to rebating. He states that the company 
has been able to increase the persistency 
of its business, to secure a higher class of 
agents, to reduce its expenses, to improve 
its mortality, and finally, as a net result, 
to increase the dividends to policy-holders. 

e 

This statement, from one of the largest 
companies, is presented because it contains 
a direct declaration that 
rebating does not pay as 
a busiess proposition ; 
that the company which can prevent its 
agents from rebating is certain to produce 
the best results to its policy-holders as a 
whole, and, therefore, to enjoy the largest 
degree of public confidence. This state- 
ment of the situation we believe to be cor- 
rect. While discrimination between pol- 
icy-holders is, from an ethical point of 
view, wrong, and although we recognize 
that the moral pressure brought to bear 


Business Aspects 
of Rebating. 
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upon the agency forces in many ways has 
had its due influence in curtailing the 
practice, yet a thorough analysis of the 
situation would doubtless show that, as in 
the case of the New York Life, self-interest 
has done more than anything else to create 
a strong sentiment against rebating. The 
natural law of competition has brought 
about its inevitable results. The compa- 
nies which sell their goods for one hundred 
cents on the dollar have, by the very 
nature of the case, been able to produce 
the best results to policy-holders. Those 
companies which produce the best results 
to policy-holders to-day can much more 
readily find a market for their contracts. 

The law of compensation has worked as 
surely in this as it does in all cases. Re- 
bating does not pay in the long run. It is 
a kind of competition which reacts upon 
the company. It hurts its reputation 
among the purchasers of insurance poli- 
cies, it lowers the standard of its agency 
representation, and, more than anything 
else, strikes at the most vital point in the 
company’s anatomy —the cost to policy- 
holders. Much has doubtless been done 
to render rebating repugnant by State leg- 
islation and by various agency organiza- 
tions; but the brightest promise of the 
future lies in the fact that the companies 
as a whole have awakened to a full realiza- 
tion of the effect which rebating has upon 
their competitive prospects. 

Rebating has reached its maximum in 
life insurance, certainly among the stand- 
ard companies. Of course, with new com- 
panies constantly striving to enter the field 
there will be found, doubtless, an increased 
disposition to obtain business by cutting 
rates; in fact, the defeat of a stringent anti- 
rebate law has just been secured in Indiana 
through the opposition of new and small 
local companies in that State, the repre- 
sentatives of which expressly stated that 
it was their desire to be free to cut the rate 
to policy-holders. If it is true that rebat- 
ing in the case of old and well-established 
companies has been disastrous, the de- 
structive results are liable to be even 
greater in the case of new and small com- 
panies. The future will surely, and per- 
haps too swiftly, bring its reward for any 
departure from sound business practices. 


¥ 
The Indiana bill referred to proposed to 
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confer upon the head of the insurance de- 
Other Phases of partment the authority 
he Gireatinn, to revoke the license of 

any company whose 
agent was detected in rebating. In Massa- 
chusetts an attempt to extend the appli- 
cation of the rebate law to the insuree, as 
well as the agent, has been defeated. This 
proposed amendment was introduced at 
the request of an agent who was recently 
fined under the present statue for rebating, 
on testimony furnished by the party who 
received the rebate. There is a strong 
feeling on the part of many that the re- 
ceiver as well as the giver of a rebate 
should be made to suffer a penalty under 
the law, but when the matter came before 
the insurance committee for hearing no 
underwriter appeared in favor of the prop- 
osition, not even the one who secured the 
introduction to the amendment. It was 
opposed by a representative of the New 
York Life, who took the ground that if a 
penalty were imposed upon the receiver 
the law would become ineffective, inas- 
much as the detection of rebating agents 
depended entirely upon the testimony of 
the man who received the rebate. 

This position is undoubtedly supported 
by facts. In Pennsylvania, where the law 
was amended in accordance with the prop- 
osition advanced in Massachusetts, it was 
found impossible to obtain evidence. 
While the State laws in respect to rebat- 
ing have not been effective, the general 
disposition seems to be to allow the situa- 
tion to rest just where it is. In Ohio an 
interesting movement has been put on 
foot by the insurance department, which 
has undertaken to prevent the issuance of 
agents’ licenses which are procured virtu- 
ally for the purpose of covering rebates. 
In Chicago interest in the question has 
been aroused by the issuance of a circular 
on the part of the manager of a prominent 
company who offers to pay a commission 
of forty per cent. to present policy-holders 
upon new insurance written through their 
instrumentality. A report has received 
some currency to the effect that in New 
York City a renewed attempt has been 
made to revive the interest of companies 
in the formation of the new anti-rebate 
agreement. 

* 


Since January I, insurance companies 
doing business in Minnesota have paid 
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some $200,000 for fees 
and taxes, but the ap. 
propriation made to 
cover the expenses of its insurance depart- 
ment is so small that the commissioner 
has been obliged to discharge a portion of 
his clerical force. Under these circum- 
stances, the necessity for increasing the 
revenues of the department has been press- 
ing. One expedient adopted — outlined in 
the last number of this magazine — was 
the valuation of policies of life insurance 
companies. The Minnesota law provides 
for a valuation of policies for which a fee 
of one cent per thousand of insurance in 
force may be charged; but the law states 
that where valuations are made by other 
States they may be accepted in lieu of an 
independent valuation by Minnesota. 

Under this law, it has for years been a 
practice of the Minnesota department to 
accept other State valuations, no valuation 
being made by Minnesota except in the 
case of State companies. This year, how- 
ever, desiring to increase the revenues of 
the department, the new commissioner, 
Mr. Dearth, notified a portion of the com- 
panies doing business in the State that he 
would make independent examinations. 
Why this demand was made on a part of the 
companies only has not been explained. 

In New York, Connecticut, and Penn- 
sylvania the matter was taken up by the 
insurance departments, who protested 
against this apparently discourteous treat- 
ment of their own valuations. As soon as 
the situation in these States was clearly 
understood by Mr. Dearth he decided that 
he would make no valuations of the com- 
panies located therein. In Massachusetts, 
however, the situation is somewhat differ- 
ent. At the present time there is no local 
life-insurance company in Minnesota. 
Were there such a company the States of 
Connecticut, New York, and Pennsylvania 
would accept the certificate of valuation 
from the Minnesata department. In the 
case of Massachusetts, however, this would 
not be true. The department in this State 
makes an independent valuation of every 
company which desires to do business 
therein. 


Minnesota’s Pro- 
posed Valuation. 


a 


The Massachusetts companies are, there- 
fore, subject to retaliatory provisions un- 
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der the Minne- 
sota law which 
do not apply 
to other States, and although no Minnesota 
company does business in Massachusetts, 
yet the theory of the retaliatory law has 
been that it is, nevertheless, in operation. 
The net result of Mr. Dearth’s position in 
respect to valuation is that the Massachu- 
setts companies alone will be required to 
furnish lists of their policies. Only four of 
the companies are doing business in Min- 
nesota, —the John Hancock, Massachu- 
setts, New England, and State Mutual. 
These companies have total insurance in 
force therein of about $9,500,000, and last 
year wrote new business amounting to 
$2,000,000. Their total premium income 
from Minnesota business is $287,000. 


Massachusetts Companies 
Exposed to Retaliation. 


The commissioner has decided to permit 
the Massachusetts companies to send him 
their lists for valuation in a modified form ; 
that is to say, instead of drawing off a 
schedule of individual policies they will 
be permitted to report their policies by 
groups, thus saving a large amount of 
time. The charge for this valuation un- 
der the law is one cent per thousand, 
which would yield a revenue from the 
valuations of Massachusetts companies of 
about $5,oco. In Massachusetts, however, 
the fees charged are but one quarter of a 
cent, and, possibly, under the retaliatory 
provisions of the Minnesota law, the com- 
missioner would not feel like charging 
Massachusetts companies any greater fee 
than would be charged a Minnesota com- 
pany if it did business in this State. 

It can readily be seen that if all State 
departments took a similar position to- 
wards Massachusetts companies, the bur- 
den which might be imposed on them 
would be very great. It is not impossible 
that other States, acting under pressure 
for more revenue, may take such a posi- 
tion. There is, of course, no reason why 
any department should value the policies 
of Massachusetts companies as a retalia- 
tory measure unless Massachussetts actu- 
ally imposes such a valuation upcn com- 
panies from that State. There is no reason 
why Commissioner Dearth should impose 
this valuation except for the purpose of 
increasing the feesof hisdepartment. The 
retaliatory laws are enacted theoretically 
as a measure of self-defence for domestic 
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companies. Where no domestic company 
is injured, there is no reasou why the re- 
taliatory law should be enforced. 


¥ 


President Register of the National Asso- 
ciation of Life Underwriters recently ad- 
dressed a letter to 
the presidents of 
all life insurance 
companies, asking them to express their 
views in respect to organized work among 
agents, thus aiding the present efforts to 
extend the movement. Many replies to 
this communication have been received, 
and indicate that the company officials, as 
a whole, are prepared to accept the agency 
movement and give it their endorsement. 

This seems to be particularly true of the 
so-called conservative companies. Of the 
large companies, President Alexander of 
the Equitable says that the associations 
appear to be ‘“‘beneficial in the way of 
creating good fellowship among the men, 
reducing the friction between the agents 
of various companies, and creating a more 
dignified tone in the conduct of the busi- 
ness.’? President McCurdy of the Mutual 
Life does not reply to the communication 
directly, but says, through the secretary of 
the company, that he is pleased to note 
the progress of the associations, and trusts 
that the movement will enhance the mu- 
tual interests of the companies and their 
agents. It is a well-known fact that the 
agents of the Mutual Life are warm sup- 
porters of the associations wherever loca- 
ted. No reply was received from the New 
York Life, which has not encouraged its 
agents to become identified with the asso- 
ciations. 

A noticeable feature of the replies, how- 
ever, is that the social benefit of the 
movement alone is recognized with any 
emphasis.. Very little is said about prac- 
tical results in correcting some of the pro- 
nounced evils of the business. Two of the 
officials replying touched upon this phase 
of the question, which to many is the one 
pronounced defect. President John M. 
Pattison regrets that many of his agents 
refuse to join the associations because 
some of their prominent members are 
‘the worst kind of rebaters.’’ He thinks 
the associations should take some meas- 
ures to eliminate this class of men. Presi- 
dent Jacob L. Greene says: ‘‘ Cultivation 


Company Officials on 
the Agency Movement. 
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of personal acquaintance among them- 
selves has been the, chief result to the 
agents belonging to the Life Under- 
writers Association. It has not reduced 
expenses or stopped rebating.’’ 

The replies show that -the officials are 
taking more interest in the agency move- 
ment than formerly, feeling, probably, 
that its work is in harmony with the 
purposes of the companies; that the asso- 
ciations are moving along lines of improve- 
ment, and are making the transaction of 
the business easier and better and less 
expensive. 

¥ 

A most interesting event in life insurance 
is the announced admission of Mr. George 
Mr. Perkins’ W. Perkins, vice-presi- 

dent of the New York 
Recent Change. |. 

Life Insurance Com- 
pany, to the firm of J. P. Morgan & Co, 
the well-known financiers. He will retain 
his connection with the New York Life as 


a director and member of the finance com- 
mittee. Mr. Perkins is a man of marked 
ability, who has made a very strong im- 
pression upon the business of life insur- 
ance. In the agency department of the 
New York Life he has accomplished won- 
derful results, and as a diplomat in its 
foreign service seems to have met with 
success where others failed. As an organ- 
izer and leader of men, he has shown 
ability of a high order, and it appears, 
also, that he has demonstrated great capac- 
ity in the administration of financial mat- 
ters. During his recent visit abroad in 
behalf of the New York Life, he was able 
to negotiate several important loans for 
foreign governments. Mr. Perkins’ ad- 
vancement in the business world has been 
rapid. He is still a young man, thirty- 
nine years old, and has been engaged in 
life insurance since the age of fifteen, when 
he entered the employ of the New York 
Life as an office boy. 


FIRE INSURANCE. 


The interest of fire insurance men every- 
where centers in the meetings of the West- 


. . ern Union,— un- 
The Western Union in 


: doubted! h 
Anti-compact States. errres ome 
most important 


fire underwriting organization in the coun- 
try. It covers more territory than any 
other similar organization and the amount 
of business influenced by its legislation is 
by far the largest. As an index to the 
sentiments and opinions of managing un- 
derwriters, its transactions offer the most 
accurate guide. The failure of the West- 
ern Union to maintain its existence would 
profoundly affect the underwriting situa- 
tion everywhere. 

The semi-annual meeting of the Western 
Union held at Old Point Comfort, March 20, 
brought to the surface an issue, the influ- 
ence of which has been keenly felt by 
those closely in touch with the under- 
currents of the business, namely, the situ- 
ation in anti-compact States. By succes- 
sive enactments the territory nominally 
under the control of the Western Union 
has been steadily curtailed. No jurisdic- 
tion is exercised in the important States of 
Iowa, Ohio, Michigan, Wisconsin, Missouri, 
and Kansas. Various efforts, nevertheless, 


have been made to control the situation 
and maintain practically uniform rates. 
The plan generally adopted has been to 
establish so-called independent inspection 
and rating bureaus in anti-compact States, 
to the rates of which companies maintain- 
ing membership in the union subscribe in 
their individual capacity and furnish their 
agents for use. The creation of these bu- 
reaus was carried out by the governing 
committee under authority duly conferred. 
The feeling is that while the members of 
the Western Union are under no legal 
obligations to observe the rates made by 
these bureaus, nevertheless that as a mat- 
ter of business comity they will do so. It 
seemed for a time that in this way the 
Western Union would be able to maintain 
uniform rates in anti-compact States, but 
gradually the sense of obligation on the 
part of some of the companies began to 
weaken aud it was found, as a matter of 
fact, that there was frequently shown a 
disposition to depart from the rates pro- 
mulgated by the inspection bureaus. The 
situation has gradually gone from bad to 
worse until those companies which have 
steadily adhered to their moral obliga- 
tions have grown most impatient, reach- 
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ing the conclusion that it was unwise to 
further contribute to the expense of these 
bureaus so long as the rates were not 
generally observed. 

In- addition to the dissatisfaction with 
the rating situation, it was also found that 
much of the rating done by these bureaus 
was unsatisfactory. Rates were frequently 
arbitrarily made without sufficient inspec- 
tion of risks rated to determine intelli- 
gently what the charges justly should be, or 
were made to cover an emergency without 
any attempt to apply well-adjusted sched- 
ules. Another difficulty has been that 
there was a wide difference in the expense 
of conducting these bureaus in different 
localities 

The situation was so acute that many 
members became satisfied it was useless to 
maintain inspection bureaus in anti-com- 
pact States. Some even went so far as to 
say that if. the situation therein could not 
be handled, the Western. Union had lost 


its influence as a rating organization. In - 


view of this fact the governing committee 
made a strong report at the semi-annual 
meeting. Its recommendation that the 
rules empowering the committee to ex- 
tend, enlarge, and install inspection bu- 
reaus in anti-compact States be reaffirmed, 
was unanimously adopted. The more vital 
question, however, as to how the Western 
Union could enforce uniformity in anti- 
compact States was deferred until a special 
meeting to be called at Niagara Falls, June 
5, to hear the report of the committee upon 
the situation. The committee is authorized 
to employ counsel and to consider the possi- 
bilities of securing the repeal or modifica- 
tion of laws in anti-compact States. It is 
understood to be the purpose of the com- 
mittee to first make an appeal to public 
opinion, and, if this fails, to proceed to 
more drastic measures; such as a with- 
drawal from the congested centers of large 
cities in anti-compact States, where the 
demand for insurance exceeds the supply. 

As an outcome of the agitation, members 
of the Western Union present, stated indi- 
vidually that it was their purpose to ob- 
serve the tariffs of rating bureaus. A 
committee was appointed to interview 
those who were not present to determine 
their position. The strain of the general 
situation has thus been somewhat relieved, 
temporarily, at least. 
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The situation tends to show that anti- 
compact laws have been partially success- 
rae Aspects af ful in rendering fire 
the Problem. eaamimmed rare agree- 

ments ineffective. If 
it is true that companies which will adhere 
to a uniform tariff under a written agree- 
ment wiJl not observe uniform rates as a 
matter of business comity, it might natu- 
rally be concluded that anti-compact laws 
have accomplished in part that for which 
they were designed and have forced a 
somewhat lower level of rates than would 
otherwise have obtained. 

It is a question, however, whether this is 
actually so or not. There have been for 
some years past forces at work, quite irre- 
spective of State legislation, which’ have 
tended to depress the general level of rates 
and disturb the stability of tariffs through- 
out the country, viz: the economic forces 
of competition growing out of profit and 
loss and the relation of supply and demand 
in fire insurance. That this is true is evi- 
denced by the fact that there has been a 
general weakening of co-operation between 
the companies in all parts of the country, 
and not alone in those States where com- 
bined rate-making has been prohibited. 

The existence of anti-compact laws in 
certain States, however, has afforded a 
ready excuse for some companies which, 
under any circumstances, would have 
been unable to resist the influences of 
competition. 

It is certain that with the level of rates 
to-day far below the normal and a supply 
of indemnity which is contracting, there 
will be a steady upward tendency in rates, 
and a strengthening of the bonds of co- 
operation between the companies, irre- 
spective of the restraining effect of anti- 
compact laws. It may be that the rise of 
rates in anti-compact States will be some- 
what less spontaneous but it will be just as 
sure. ; 

The great defect in the present situation 
is the inequality of rates, and the fact that 
shrewd company managers more than ever 
appreciate these inequalities and take ad- 
vantage of them. Effective co-operation 
in the future can only be maintained by an 
equalization of rates based upon actual 
experience, and this is just as true in States 
without anti-compact laws as in those 
which have such laws. At the same time, 
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it is probable that an intelligent attempt to 
equalize rates will be the strongest argu- 
ment which can be presented to the State 
legislatures for the repeal of restrictive 
laws. The complaint of the public to-day 
is not against combined rate-making but 
againstits abuse. The public does not and 
cannot object to a system of rating which 
aims to equalize charges upon the property 
owner and to yield a fair rate of profit to 
the insurance companies. It certainly is 
immaterial to property owners whether 
this equalization occurs through competi- 
tion or co-operation. The public objects 
to co-operation only when it arbitrarily 
fixes a rate for which there is no adequate 
reason. 

This is the most pronounced defect in 
the situation, a fact which is realized by 
the most influential underwriters in the 
business. The tendency is towards the 
correction of this defect.. No modification 
of adverse legislation will occur until an 
effective plan of equalization has been put 
in force. 

> 

As bearing upon this phase of the ques- 
tion, the work of the Western Union sub- 
committee appointed to 
H consider the question of un- 
azards. : 

profitable hazards is most 
interesting. This work was inaugurated 
on the assumption that each class of risks 
should carry a rate commensurate with 
the hazard; that -is to say, a rate which 
would cover the losses falling under that 
particular class. The committee first se- 
cured the classified experience of as many 
companies as were willing to give their 
figures, its purpose being to obtain as broad 
an average as possible. When this had 
been done, the results were carefully 
studied and such increases determined upon 
as would yield for the class an awerage 
profit of five per cent., allowing for ex- 
penses a ratio of thirty-eight per cent. 
The committee believed that rates based 
upon actual experience and adjusted by 
schedule could be easily defended and ex- 
plained, and that the companies would in 
this way be well equipped to deal with the 
question of legislation. It now feels that 
a combined experience: covering an ex- 
tended period, and a close acquaintance 
with the changing conditions which sur- 
round the various hazards, have enabled 
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it to evolve a system of schedule rating 
in which there is a very close approxima- 
tion to exactness. The purpose of the 
committee has been to provide for so small 
a margin of profit that there will be little 
or no temptation to depart from estab- 
lished tariffs. 

The committee reported that it had pre- 
pared and promulgated schedules covering 
packing-houses, wood-workers, terminal 
elevators, iron-workers, metal and wood 
workers, paper and pulp manufacturers, 
and tobacco hazards. The most interesting 
feature of the report was the statement that 
investigation showed an advance of forty- 
five per cent. necessary on mercantile 
stocks in order to yield a profit of five per 
cent. The statistics upon which this esti- 
mate was made were furnished by thirty- 
five companies. Since the adjournment of 
the meeting a schedule covering mercan- 
tile risks has been prepared for use, with a 
view to so equalizing rates on this class as 
to bring those which have been unprofita- 
ble to a paying basis, while the rates on 
the so-called preferred risks will be lower 
and the inducement to pay excess com- 
missions thereon thus removed. 


¥ 

President Decamp touched upon the sub- 
ject of separation in his address. From 
carefully-prepared  stutis- 
tics furnished by a number 
of leading companies, he 
stated that about seventy-three per cent. of 
agents in Western Union territory had 
qualified to receive graded commissions ; 
in other words had placed their offices on 
a strictly union basis. So successful has 
the plan of separation been that the gov- 
erning committee was unanimously of the 
opinion that the time had arrived when 
absolute separation should be enforced, 
and would have made such a recommenda- 
tion if it had seemed wise at this time to 
bring this question forward in opposition 
to the wishes of a very small minority of 
union members. The committee felt, how- 
ever, that with the rapid advance being 
made in the adoption of graded commis- 
sions in union territory, separation, al- 
though a little slower, would surely be an 
accomplished fact in perhaps ninety per 
cent. of the agencies in the near future. 
For this reason, its recommendation re- 
garding graded commissions was confined 


The Progress 
of Separation. 
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to urging a more earnest effort on the part 
of the companies and their field men in 
pushing the matter, a recommendation 
which was adupted by the union. At the 
meeting of June 5 an attempt will be made 
to adjust the present unsatisfactory situa- 
tion in the accepted citiesof Chicago, Cleve- 
land, Cincinnati, Milwaukee, St. Louis, 
and Louisville. The expense ratio has 
reached a high figure, and it is felt, in 
justice to companies which have’ more 
recently become members of the union, 
that some attempt should be made to cure 
the trcuble. 


7 


Widespread interest among fire insur- 
ance men has been excited by the an- 
nounced dissolution 
of the special com- 
mittee appointed by 
the Western Union to confer with a similar 
committee appointed by the National As- 
sociation of Local Fire Insurance Agents. 
This action appears to have been taken 
because the agents’ committee was unable 
to demonstrate to the satisfaction of the 
managers’ committee that the National or 
State associations could restrain their mem- 
bers on matters of State legislation affect- 
ing the interests of companies. 

The particular trouble seems to be the 
attitude of the secretary of the National 
Association in respect to the proposed 
agents’ license law in Illinois. The bill, 
it appears, is quite obnoxious to many of 
the companies. Mr. Holmes was unable 
to secure an endorsement of the officials of 
the State association, and had the measure 
introduced upon his own responsibility. 
The members of the Western Union Con- 
ference Committee hold that if the officials 
of the National Association are willing to 
engage in efforts of this kind, it is useless 
for the companies to enter into a confer- 
ence. The members of the committee ex- 
press regret that the National Association 
has not the strength to enforce some defin- 
ite policy in regard to legislation. Their 
feeling is, that under the circumstances, 
every local agent, wherever situated, is at 
liberty to introduce adverse measures 
which gain the prestige—if not in fact, 
in name —of having the endorsement of 
the State Associations. 

The statement of the situation made on 
behalf of the agents’ committee is that 


Agents Conference 
Committee Dissolves. 
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although true it has not been able to com- 
pletely control the legislative situation, it 
is equally true that the conference com- 
mittee of the Western Union has not been 
able to hold all the members of that body 
in line upon certain agreed programs in 
respect to legislation, particularly in the 
State of Missouri. Members of the agents’ 
committee have gained the impression that 
the Western Union’s committee was ap- 
pointed less for the purpose of conference 
than of dictation. 


¥ 
The outcome of this important attempt 
at conference between the two interests, 


What the Coafer- which at one time 
romised so much, is 
ence Has Done. P , 


greatly to be deplored. 
The Western Union committee was ap- 
pointed a year-ago at the suggestion of a 
prominent Western manager, and not, as 
has been wrongly stated at the solicitation 
of President Woodworth of the National 
Association. At their first conference the 
committees representing the two organiza- 
tions reached harmonious conclusions on 
several important problems, particularly 
State legislation, brokerage, and multiple 
agencies. In attempting to carry out the 
details of their agreed program, however, 
the committees were not very successful. 
Nevertheless, these conferences had an im- 
portant influence upon the subsequent leg- 
islation of the National Association, par- 
ticularly in reference to brokerage. The 
action at Milwaukee last August and the 
rule adopted by the Western Union, was 
in part the outcome of these conferences. 
In respect to the matter of multiple agen- 
cies, very little, if anything, was accom- 
plished. In respect to State legislation 
there appears to have been inharmony of 
action upon both sides. Upon this most 
important question agents and companies 
seem at present to be very far apart. 
The members of the Western Union Con- 
ference committee do not wish it to be 
understood that in the dissolving they are 
repudiating the idea of conference and co- 
operation. The committee can be called 
together at any time should an opportunity 
arise when conference will be profitable. 
We believe that the services of this com- 
mittee will be demanded in the near 
future. Conference is so absolutely essen- 
tial to harmony of action between the two 
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interests, that it is perfectly safe to say 
it is only a question of time when cordial 
relations will be re-established and co-op- 
eration between companies and agents per- 
manently maintained. 


a 

One cause of the trouble is that the com- 
panies expect too much of the agency 
Comme al associations. The agency 
the Trouble. movement is still young, 

and has not attained the 
strength it will eventually secure. Not- 
withstanding this apparent lack of cohe- 
sion, the companies should maintain 
friendly relations with the agency asso- 
ciations, because this deficiency is certain, 
in time, to be overcome. Opposition will 
not discourage the agents. On the con- 
trary, it will tend to cement their strength 
in certain directions and embitter their 
feelings towards the companies. If favor- 
able results are to accrue out of a confer- 
ence, the agents must be met half way. 
The companies must concede something 
tothem. This has been the disposition of 
most companies, and yet there are some 
which are not yet willing to abandon the 
the old theory that the agents are merely 
servants and that it is undignified for the 
company managers to meet them on a 
common footing. This is a wrong idea 
and the longer it is adhered to, the longer 
will the settlement of existing troubles be 
deferred. 

But the companies have just cause for 
complaint because of the attitude in respect 
to State legislation taken by some of the 
association officials. It is true that every 
member of the National or State Associa- 
tions has a right to do what he chooses 
upon his own responsibility; but the fact 
that he is a member of these associations, 
and particularly if he holds an official 
position, gives his action an importance 
and secures for it a prestige which it would 
not otherwise obtain. In becoming a 
member of the National or State Associa- 
tions, local agents are under obligations to 
sacrifice some of their individual rights 
and privileges and to accept in place 
thereof the rights and privileges of local 
agents asa whole. Unless there is sucha 
sacrifice, the agency movement will be a 
failure. The majority must rule, or the 
associations will fall. One of the first 
things the associations will have to learn, 
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if they expect to succeed, is to stand back 
of the conclusions of their authorized 
committees. 

At present the companies are undoubt- 
edly in a position to offer the local agents 
more than they can give in return. The 
Western Union is a strong organization, 
capable of making effective any legislation 
which it may decide to adopt. The agency 
associations do not yet occupy this posi- 
tion, but that is the direction in which 
they are tending, and which will enable 
them to meet the conference committees 
from the company associations upon even 
terms. 

¥ 

We are presenting in this number an- 
other valuable contribution from William 
The Broker R. Gray, discussing the 

broker as a factor in the 
and the Agent. 

economy of fire insurance. 
Mr. Gray's article is a reply to that written 
by Mr. C. H. Woodworth of Buffalo, and 
published in the January number of IN- 
SURANCE Economics. Mr. Woodworth’s 
article was a reply to Mr. Gray’s presenta- 
tion of the brokerage question in the De- 
cember number, discussing the attitude of 
agents and agents’ associations towards 
brokerage interests. Mr. Woodworth con- 
tended that the legislation of the National 
Association was not adverse to legitimate 
brokers, and was substantially directed 
toward those defects in the brokerage sys- 
tem concerning which Mr. Gray had ex- 
expressed disapproval. 

Passing from the attitude of agents and 
agents’ associations towards brokerage in- 
terests, Mr. Woodworth presented a phase 
of the situation which was certainly novel 
and opened a broad field for discussion. 
He agreed that a middleman between the 
property owner and the company was ne- 
cessary and that the cost of maintaining 
this middleman might properly be in- 
cluded in the premium paid to the com- 
pany by the property owner. In most 
localities this middleman was supplied by 
the appointment of agents who acted also 
in the capacity of brokers. Mr. Wood- 
worth held that this middleman supplied 
every economic need, but recognized that 
in large cities there doubtless existed a 
necessity for independent brokers who 
were not directly identified with the com- 
panies as agents. 
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He held, however, that ‘‘the employ- 
ment of brokers for the assured in a terri- 
tory already supplied with middlemen in 
the person of agent-brokers is the intro- 
duction of a second middleman into the 
transaction whose services as a whole are 
not needed by the property owner and are 
an expensive luxury.’’ He admitted that 
in some cases the property owner might 
advantageously employ a broker in addi- 
tion to the middleman already aupplied 
by the companies, but claimed that the 
property owner who required this excep- 
tional service should in equity pay for its 
costs. He said that ‘‘the entrance of the 
broker into the field covered by the agency 
forces of this country has added to the 
cost of insurance to property owners and 
has also increased the inequality with 
which the insurance tax is spread upon 
property owners.”’ 

Mr. Gray now takes issue ‘with Mr. 
Woodworth upon these propositions. He 
takes the position that the agent-broker 
may not always be a satisfactory middle- 
man to the property owner, a fact demon- 
strated by the existence of the independent 
broker. It only remains for the company 
to say whether it will accept or decline the 
services of the middleman selected by the 
owner. He contends that the attitude of 
the companies towards brokers is satis- 
factory evidence that they are willing to 
accept this service. He also believes that 
this willingness is due, very largely, to the 
fact that the broker has done much to 
improve the character of risks, reduce the 
fire hazard, and improve the form of con- 
tract. Mr. Gray holds that some of the 


most important and helpful changes in». 


fire insurance during recent years daté 
from the entry of the broker into the 
business. Mr. Gray shows that since the 
entry of the broker into the business 
the average rate of insurance received by 
stock companies reporting to Massachu- 
setts has steadily decreased. This fact, he 
thinks, disproves the statement that the 
broker has made fire insurance more costly 
to the property owner. ° 


The question at issue, as it has been pre- 
sented, from the standpoint of the agent 
and the broker, seems to be one which 
can be effectively argued from both points 
of view, and by none more effectively than 
by Messrs. Gray and Woodworth. Mr. 
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Woodworth’s proposition, in the light of 
present conditions, is certainly an ad- 
vanced one and yet it has the merit of 
being theoretically correct. The com- 
pany and the property owner represent 
interests which may conflict. Ifa property 
owner employs a broker to represent his 
interests he should, theoretically, pay for 
the service. The existing conditions in 
fire insurance are, however, anomalous. 
It seems to be a fact, as Mr. Gray points 
out, that the broker, while acting as a di- 
rect representative of the property owner, 
does, as a matter of fact, render service to 
the company, in recognition of which it 
has become customary for the companies 
to compensate the broker out of the pre- 
miums received. This is merely an indi- 
rect method of levying the charge upon 
the property owner. Under existing eco- 
nomic conditions, the broker demands a 
commission from the company. The com- 
pany is willing to pay it because they be- 
lieve the advantages which they obtain 
justify the expense. While this plan of 
compensation may be theoretically wrong, 
it is, we believe, controlled by the opera- 
tion of economic law and in that sense, if 
we understand it rightly, Mr. Woodworth’s 
proposition seems defective. 


There is, however, another condition 
which Mr. Woodworth rightly recognizes, 
namely, that there is direct competition 
between the middleman selected by the 


‘company and the middieman selected by 


the property owner, and that the latter 
often obtains an advantage over the former 
because he can secure favors from the 
company not open to the regularly ap- 
pointed agent. This certainly is a condi- 
tion against which the agent has a right to 
protect himself, either as an independent 
factor or in his associated capacity. The 
agent is theoretically and practically right 
when he insists that the conditions of 
competition between the middleman se- 
lected by the property owner and the 
middleman selected by the company shall 
be equal. 

We do not understand that Mr. Gray 
denies this proposition. On the contrary, 
our interpretation of his position is that it 
is strictly a question of merit, and that the 
property owner shall select the middle- 
man, who, under equal conditions, can 
render the best service. 
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As far as the cost of insurance is con- 
cerned, it is undoubtedly true, as Mr. Gray 
says, that the rates of insurance to the 
property owner have been very largely re- 
duced through the instrumentality of the 
broker. Yet it is true that the introduction 
of a second middleman into the field of 
operations does impose a heavier expense 
ratio upon the companies than would 
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otherwise accrue. This may not be an 
unnecessary expense; in fact, there is a 
condition where the use of the largest por- 
tion of the preminm for expense would be 
most satisfactory to the property owner, 
because it would mean a reduction of the 
fire hazard to a minimum and the conse- 
quent saving in the net cost indemnity. 





COMPARATIVE STATEMENTS OF THE THREE GIANTS. 


Results of the Operations of Big Life Insurance Companies during 1900: 


The three great life insurance companies 
of New York City — the Mutual, the Equit- 
able and the New York Life— carry about 
three-sevenths of all the life insurance out- 
standing in American corporations. In 
the amount of insurance annually written 
and risks in force, they stand about on a 
par. The entire business of life insurance 
is influenced, and in a measure controlled, 
by the competition of these great corpora- 
tions. Their plans of doing business, their 
methods of operation, affect all companies 
in a more or less degree. In matters rela- 
ting to present day competition — by that 
is meant the methods pursued in the build- 
ing up of new business —there is little or 
no agreement between the three com- 
panies. Owing to their influence as a 


POLICY 


MUTUAL. 
1,080, 306,822 
209,600, 295 
6,464,235 
158,171 


In Force Jan. I, 1900 

New Insurance Issued........-. : 
Old Policies Revived 

Old Policies Increased 

Additions by Dividends 


whole upon the business, as well as the 
effect of their different methods of com- 
petition, the results attained by them are 
of interest to all who are engaged in life 
insurance. 

We present below a concise tabulation, 
showing the policy account of these three 
companies for the year Igo0, together with 
certain items from the financial exhibit 
which have a direct bearing upon the 
insurance written by the companies, as well 
as upon the amount of risks outstanding. 
The figures are taken from the statements 
of the companies as filed with the Massa- 
chusetts insurance department, which re- 
quires all companies to report all policies 
issued, whether or not the premium has 
been received in cash : 


EXHIBIT. 


NEW YORK LIFE. 
I, 107,147,885 
289, 288,813 
2,036,000 
7)724,542 
359,370 


EQUITABLE. 
1,054,416,422 
202,693,601 
4,392,642 


1,296, 529,523 
Terminations : 

15,271,852 

Maturity 3,832,322 
Surrender and Expiring 7,247,489 
Lapse : 60,892,223 
Change and Decrease 69,155 
Not Taken 43,810,813 


131,123,854 


1, 165,405,669 
85,098,847 


In Force Dec. 31, 1900 
Gain in Outstanding Insurance--.- 


1,261, 502,665 


15,305,819 
2,019,434 
2553415338 
55,180,672 
703,642 
46,076,713 


144,627,618 


1,116,875,047 
62,458,625 


1,406, 556,610 


12,735,114 
2,948,191 
43,821,717 
28,909,003 
6,084,920 
70,340,600 


164,839,545 
I,241,717,065 
*1 34,569, 180 


*The New York Life reports $28,912,000 of extended insurance granted on policies where the pay- 


ment of premiums had been stopped. 


ITEMS FROM THE FINANCIAL EXHIBIT. 


MUTUAL. 


13,084,749 
5,135,354 


Management Expenses..---.-.--- 
Commissions on New Business.-.-. 


$1,330,873 
559; 
Loans to Policy-holders 8,629,769 
Premium Notes 
Uncollected Premiums on New 


Business 1,059,019 


¢t Includes traveling expenses. 


EQUITABLE. 


10,296,967 
2,537,490 
993,806 
$284,150 
398,773 
7,372,645 


NEW YoRK LIFE. 


12,193,742 
5137257 


+1,544,748 
617,967 
14,382,768 
2,133,364 


1,812,383 


t Does not include traveling expenses. 





Comparative Statements of the Three Giants. 


From these exhibits it appears that the 
three companies wrote new insurance dur- 
ing 1900 of $701,582,000, and that the total 
gain in insurance in force at the close of 
the year was $282,126,000, showing that 
during the year $419,456,000 of outstanding 
insurance disappeared from the accounts 
of the companies in one form or another. 
Of this sum $160,226,000 is represented by 
‘“‘not taken’’ policies, $76,410,544 in the 
form of ‘‘surrendered’’ and ‘‘ expired ”’ 
policies, and $144,981,000 in the form of 
lapses. The total terminations of each of 
the three companies, outside of death 
claims and endowments paid, were as 
follows: Mutual $112,000,000, Equitable 
$127,000,000, and New York Life $149.000,000. 

To maintain the existing plant, to write 
$700,000,000 of new insurance during the 
year, and to increase the insurance in force 
$282,000,000, the three companies expended 
the sum of $35,573,000 in management 
expenses. 


The growth and prosperity of a com- 
pany, so far as its new insurance is con- 
cerned, depends quite largely upon the 
conduct of its business in the agency field. 
It is a well-known fact that the three large 
companies are operating in the field under 
methods which are, in some respects, radi- 
cally different. Students of life insurance 
will, therefore, be interested in making 
comparisons between results obtained by 
the three companies during 1900. 

It is difficult to make comparisons which 
will accurately indicate which method has 
been the most successful. The Mutual 
Life does business through general agents, 
who operate upon renewal commissions. 
These general agents in turn employ 
solicitors who are compensated by a lib- 
eral rate of brokerage on first year’s busi- 
ness. The New York Life pays a liberal 
first year’s brokerage, and operates through 
branch offices, which bring the solicitors 
in direct touch with the management of 
the company. In addition to this, it has 
formulated a system of compensation, 
which takes effect after the lapse of a 
number of years, and which is graded 
according to the amount and persistency 
of the business done by the agent. The 
Equitable Life pays a moderate brokerage 
during the first year and liberal renewals 
to its agents. 


During 1900 the Mutual Life wrote 
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$209,000,000 of new business, and gained 
$85,000,000 of the insurance in force. The 
Equitable wrote $202,000,000, and gained 
$62 000,000 of insurance in force. The 
New York Life wrote $289,0co,coo, and 
gained $134,000,000 of insurance in force. 
The Mutual transacted its business during 
Isoo at an expense of $13,084,000, while the 
New York Life paid $12,193,000. The 
Equitable’s expense of management was 
$10,296,000. The Mutual Life and the New 
York Life spent for commissions on new 
business over $5,000,000, The Equitable 
Life spent about half this sum. The 
agents’ expenses of the Mutual Life and 
the New York Life were considerably over 
$1,000,000; of the Equitable Life less than 
half a million, 

The largest gains of insurance in force 
were made by the New York Life, which 
increased its outstanding risks by $134,- 
000,000. Of this sum $29,000,000 is rep- 
Tesented in policies where the payment of 
premium had been stopped and extended 
insurance granted for the face of the policy 
for a term of years. In the case of the 
other two companies, where premium pay- 
ment is thus stopped, the custom has been 
to give a paid-up policy. The equivalent, 
of course, is the same as in the case of the 
New York Life, but the amount of insur- 
ance outstanding held under this item is 
very much smaller. Another interesting 
fact in connection with the New York Life 
is an increase of policy loans during the 
year by some $6,000,000. The New York 
Life make a specialty of this practice, and 
is thus enabled to maintain much of its 
insurance in force which would otherwise 
terminate. The company now carries in 
its assets loans to policy-holders of over 
$14,000,000, and in addition has over 
$2,000,000 of premium notes outstanding. 
The Mutual Life, however, carries only 
about $8,500,000 of loans to policy-holders, 
and no premium notes whatever. The 
Equitable carries even a smaller amount 
under this item — $7,400,000 — with no pre- 
mium notes. The Mutual increased its 

licy loats during the year by over 

4,000,000, and the. Equitable by nearly 
$5,000,000. — . , : 

Another interesting fact in connection 
with this exhibit is that the Equitable Life 
decreased its expenses of management 
during 1900 about $140,000, the Mutual 
increased its expenses over $800,000, and 
the New York Life increased its expenses 
by $1,650,000. The expenses of the Equit- 
able will increase somewhat in subsequent 
years on account of renewal commissions, 
but terminations, other than for death and 
maturity, will decrease. 





FIRE INSURANCE 


The report of the New York Insurance 
Department, covering fire insurance com- 
panies licensed in that State, has been 
issued and contains the usual interesting 
statistics relating to the business. As 
these statistics embrace a larger number of 
companies than report to any other depart- 
ment the figures most clearly indicate the 
general results attained in fire underwrit- 
ing. From the figures presented in the 
report issued we have made a special com- 
pilation in respect to stock fire insurance 
companies: First, in relation to the busi- 
ness transacted, and second, in relation to 
financial condition. 

It is shown that the number of companies 
reporting in 1g00 was three less than in 
1889. Seven American companies ceased 
doing business in the State, while four 
companies of foreign countries entered. 
In the case of the latter, one —the Thur- 
ingia of Germany — was admitted as the 
result of the modified attitude of the State 
department in respect to Prussian compa- 
nies. It had previously been doing busi- 
ness in New York city by means of an 
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American’ corporation. The other three 
foreign companies admitted to do business 
had previously been operating in this 
country under re-insurance treaties and 
sought licenses in New York State owing 
to the changed conditions which pro- 
hibited re-insurance in unauthorized com- 
panies. Therefore, the increase in the 
number of foreign companies does not in- 
dicate any increase in the supply of insur- 
ance unless, indeed, the re-insurance com- 
panies may seek to do a more general 
business than was their custom under the 
former status. Aside from the retirement 
of American companies there has been 
some further contraction owing to the pur- 
chase of companies which in this way are 
brought under the control of a single man- 
agement. 

The accompanying tabulations show that 
the companies covered, at the close of 
1900, about one billion more in fire risks 
than at the close of the previous year, 
while the increase in premium income was 
about $12,000,000. The losses paid in- 
creased about a million and a half. 











Business Transacted. 
Risks in Force. Premiums Received. . 
1899. " 1889. 1900. 
New York Stock Cos....- $6,267,719,607—  $6,542,828,230— $33,393,414  $36,576,835— 
Other State ‘“ Ky 8,064,937, 173— 8,540, 647,593— 57 413.775 61,660, 460— 
Foreign “6 ee 6,921,648, 193— 7,241,336.349— 43,643,450 48,205, 225— 
WON inc sinavoasnides $21,254,304,973  $22,324,812,172  $134,450,639 $146,442,520 
Increase..........- 1,070,507, 189 11,991,881 
Losses Paid. Number of Cos. 
1889. 1900. . 1900. 
New York Stock Cos..... $22,050,751— $22,412,873 57 55 
Other State “ * ...: 38,574, 193— 38,500,988 70 65 
Foreign wae 30,406,733— 31,559, 106— 37 41 
Wea dzskcreees vse $91,031,677 $92,472,967 164 161 
IMCTERSE..6.2 cecces 1,441,290 — 
Financial Condition. 
Assets. Liabilities (except Capital). 
1889. 1900. 1889. 1900. 
New York Stock Cos,.... $88,341,477 $91,851,549— $35,803, 252— $37,853, 239— 
Other State “ “ 141,852,960  141,422,596— 63,640,874— 65,256,324— 
Foreign “48 74,719,703—  77,722,724— 42,690, 684— 44,450,013— 
COPE $304,914,140— $310,996,869  $142,134,810— = $147,559,676 
INCTease.....cceee- 6,082,729 5,414,866 


Surplus to Policy-holders. 
1889. 1900. 





Dividends to Stockholders. 
1889. 1900. 





New York Stock Cos..... $52,538,225 $53,998,310 $2,138, 704— $2,043,769 
Other State ‘“ ™ 78,212,086 76,166,272 4,613,314— 4,243,057 
Foreign > me 32,029,019 Tt.  ashiveacones, “- saselueeine 
RARE Yet Ot ee $162,779,330  $163,437,193— $6,752,018 $6,286,826 
Increase. ...-.-..+e 657, 863— 
1889. 1900. 
Capital of American { New York State, $20,450,000 $20.350,00 
Companies......-. \ Other State..... 37,752,875 36,102,875 




















It is common belief that life insurance 
companies derive great profit from lapses. 
Agents usually dwell long and lovingly 
upon the large bonus they have figured 
out for the “‘ prospect,’’ to come into pos- 
session of which he has only to last until 
the end of the period. This bonus, they 
tell him, arises truly from many sources, 
but is chiefly made up of the amounts that 
fall into the general fund through lapses — 
through the falling by the wayside of the 
many who started with him and whose 
payments and earnings have been forfeited 
for the benefit of the persistent policy- 
holder—the ‘‘prospect.’’ In short, the 
** prospect ’’ has but to take a policy in the 
agent’s company, pay a small amount each 
year, and retire at the end of the period, 
well, if*not a millionaire, at least a very 
wealthy man. 

The insurance managers themselves at 
times seem to lend color to this belief, 
and in their prospectuses and bulletins 
they but mould the balls that the agents 
fire. Now and then some one comes out 
in the open and says that the best thing 
that ever happened is to take a policy in 
his company, where the lapse rate is high 
and the dividends of a consequence great. 

It is on account of this general belief 
in the immense profit made by the old 
line companies, that the advocate of the 
assessment system cries out against what 
he deems to be the excessive premiums 
charged by the legal reserve companies. 
These premiums, he says, do nothing but 
build up enormous funds, to keep which 
within reasonable bounds the executives 
worry themselves sick, trying to find sal- 
aries to increase and sub-marine lots to 
buy. ' 

That the Anierican companies did derive 
much profit from lapses during the early 
years of their existence is undoubtedly 
true. If the insured failed for any reason 
whatsoever to pay his premium on or be- 
fore the anniversary, his policy became 
ipso facto, null and void, and its value fell 
into the general fund. Those were the 
days of 50 per cent. dividends. An annual 
return of “30 per cent. and 5 per cent. 
interest on all past dividends’’ was not 
considered unusual. In allowing no sur- 
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render value, the American companies 
simply followed the teachings of the Eng- 
lish actuaries, who claimed that in lapsing 
the policy-holder exercised a selection 
against the company. The healthy, who 
had no need for future insurance, were the 
only ones to discontinue, said they, and 
therefore the death rate of the remaining 
was increased. To provide for this in- 
creased mortality rate the company must 
keep its funds intact, permitting none to 
go out on the voluntary withdrawal of any 
of the members. The American actuaries, 
however, soon found that their surplus 
funds grew by leaps and bounds, in a man- 
ner not to be accounted for by their 
assumptions, and gradually they were 
forced to the conclusion that whatever 
may have been the condition of affairs 
abroad, the lapses in American companies 
did not materially affect the mortality rate 
of the persistent policy-holders. It became 
plain thereon, that in all justice some 
return for the over-payments made should 
be allowed to those who withdrew from the 
company, and hence surrender values were 
given to retiring policy-holders at the 
end of five-year periods, provided they 
were asked for in advance. 

In 1858 and 1859 Elizur Wright published 
in the Massachusetts Insurance Reports 
some lengthy investigations he had made 
upon the effect of lapses on the mortality 
and funds of a company, and drew the con- 
clusion that surrender-values should be 
granted to discontinuing policy-holders. 
He shortly afterwards drew up a draft of a 
non-forfeiture law, which then failed of 
passage, but which in a slightly modified 
form was put upon the statute books in 
1861. Previous to the enactment of this 
law, the New York Life had, in 1860, issued 
a non-forfeiting policy, granting on lapse 
after two premiums ‘had been paid, a paid- 
up policy of as many proportional parts of 
the face as the company had received pre- 
miums. The other companies then fell 
into line, competition became keen, and 
the surrender-values grew more and more 
generous. At the present time they have 
all but reached the: limit of liberality ; 
about 7o per cent. of the value of the 
policy is now allowed at the end of the 
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third year, and the percentage increases 
each year until the tenth, when the full 
reserve is guaranteed. More enticing 
values even are given by some companies. 

As many of the companies are now on a 
three per cent. basis, and several others 
intend in the near future to value their 
liabilities at that rate, we shall, in esti- 
mating the profit from lapse a company 
may earn, assume the ‘‘American’’ mor- 
tality to exactly prevail and the funds to 
earn precisely three per cent. We shall, 
moreover, take it that 1,000 lives, all of the 
age of 25, insure at the same instant on the 
whole life plan, each paying an annual 


PROGRESS OF THE 


American Table of Mortality at 3%. 


Number 
paying at 
beginning 
of year. 


Funi at 
beginning 
of year. 


Policy 
Year. 
(in) 


Death 
Claims. 


16593 
21163 
27000 
30820 
34981 
28449 
42869 
47072 
51072 
55003 


d8T768 


8000 
6000 
6000 
5000 
5OOD 
4000 
4000 
4000 
4000 
4000 
4000 
4000 
£000 
4000 
4000 


1000 


16110 


41620 
45701 
49584 
53401 
5TOIG 
60726 62548 
64351 66282 
68105 70148 
72213 74379 


The amount on hand, therefore, at the 
end of 15 years is $70,219. Now, there 
must be taken from this fund to provide 
for re-insurance a reserve of $62,220, thus 
leaving a balance of $7,999, which is the 
profit from lapses — only $20.61 for each of 
the 388 persistent policy-holders. Truly, 
not that princely amount that tradition 
and common belief would lead us to ex- 
pect. This is, moreover, the profit under 
the :nost favorable circumstances, for the 
companies, as a rule, allow a choice of 
several surrender-values, a cash value, a 
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premium of $16.11. The first column of 
the calculation gives the policy years; the 
second, the number of persistent policy- 
holders at the begiuning of the year; third, 
the fund at the beginning of the year; 
fourth, the fund at the beginning of the 
year increased by three per cent. interest ; 
fifth, the amount of death claims each 
year; sixth, the number supposed to lapse 
year by year; seventh, the cash surrender- 
values allowed ; eighth, the total surrender- 
value given the retiring policy-holders; 
ninth, the total outgo at the end of each 
year; and the tenth, the fund at the end of 
the year. 


FUND. 


Net Annual Pre:nium, $16.11. 


(8) (9) 


(10) 


(6) X (7) 
Total (5 
Cash 

Surrender 
Value. 


(4)—(9) 
Fund 

at end 

of year. 


Cash 
Surrende: 
Value. 


: x 
Number , 


Sak 
Lapsing. Total 


Outgo. 


0 8000 

0 6000 
825 6825 
880 SSO 
1110 6110 
900 4900 
901 4901 
915 4915 
840 4840 
890 4890 
792 4792 
770 4770 
605 4605 
266 4266 
160 4160 


8593 
15163 
20175 
24940 
28871 
33549 
37968 
42157 
46232 
50113 
43976 
61677 
65882 
70219 


paid-up insurance for a reduced amount, or 
a term insurance for the face value, and so 
permit a selection to be made against 
themselves. Did we know the mortality 
that obtained among those selecting the 
reduced paid-up and the term insurance, 
we would probably find it sufficiently great 
to eat up any surplus that arises from the 
others choosing the cash value. In fact, 
it becomes a question, not of how much, 
but if a company nowadays derives any 
profit at all from lapse. 
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